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State School Building Lease-Purchase Bond Law of 1984
Official Title and Summary Prepared by the Attorney General
STATE SCHOOL BUILDING LEASE-PURCHASE B00:D LAW OF 1984. This act provides for a bond issue of four
hundred fifty million dollars ($450,000,000) to provide capital outlay for construction or improvement of public schools.

Final Vote Cast by the Legislature on SB 125 (Proposition 26)
Senate: Ayes 36
Assembly: Ayes 76
:\oes 0
:\oes 2

Analysis by the Legislative Analyst
Background
Prior to the passage of Proposition 13 on the June 1978
ballot, local school districts financed the construction of
elementary and secondary school facilities in one of two
ways. They either issued school construction bonds to secure the money needed to pay for the facility or obtained
a loan from the state under the State School Building Aid
program. The state raised the money for these loans by
selling general obligation bonds. A general obligation
bond is backed by the full faith and credit of the state,
meaning that, in issuing the bonds, the state pledges to use
its taxing power to assure that sufficient funds are available to payoff the bonds. In either case, the districts had
to secure the approval of their voters and levy a property
tax as part of the repayment procedures.
Proposition 13 added Article XIII A to the State Constitution. This article eliminated the ability of local school
districts to levy additional property taxes ~f the type previously used with respect to bonds or loans. As a result,
school districts can no longer issue new local construction
bonds or participate in new State School Building Aid
projects.
Following the voters' approval of Proposition 13, the
Legislature significantly revised the state's school building
aid program so that it could continue to assist local school
districts in financing school construction. Under the State
School Building Lease-Purchase program, the state finances the construction or reconstruction of school facilities and rents them,. for a nominal fee, to local school
districts under a long-term lease. Title to the facility is
transferred to the district no later than 40 years after the
rental agreement has been executed. A school district receiving lease-purchase funds for new construction 'or
reconstruction of school facilities contributes up to 10 percent of the project's cost from local funds.
The State School Building Lease-Purchase Bond Law of
1982 (Proposition 1) was approved by the voters in November 1982. This measure authorized the state to sell
8500 million worth of general obligation bonds to provide
funds for the construction, reconstruction, or rehabilitation of elementary and secondary school facilities. Funds
raised from these bond sales are provided to local school
districts which have demonstrated either a need for new
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school facilities because of overcrowding, or a need for
reconstruction or rehabilitation of existing school facilities
built more than 30 years ago.
During fiscal years 1982-83 and 1983-84, $320 million in
school building lease-purchase bonds were sold. The final
8180 million in bonds authorized by the voters in 1982 will
be sold during fiscal year 1984-85.
In addition to the amount provided by the 1982 bond
act. current law appropriates 8100 million in state tidelands oil revenues to the State School Building Lease-Purchase program in fiscal year 1984-85, and $125 million each
year thereafter through 1988-89.
The total amount of additional school facilities nee~ocl
to accommodate current enrollment in the state i~
known. As ofJuly 1, 1984, however, applications submitll.:-...
by school districts for state funding of new school construction projects totaled approximately 8450 million. In addition, applications for state funding of reconstruction or
rehabilitation of school facilities totaled apprOximately
8400 million.
.
Proposal
This measure, the State School Building Lease-Purchase
Bond Law of 1984, would authorize the state to sell $450
million worth of state general obligation bonds in order to
provide funds for the construction, reconstruction, or
rehabilitation of elementary and secondary school facilities. Under existing law, re~enues deposited in the state's
General Fund would be used to pay the prinCipal and
interest costs on these bonds.
The measure also would authorize the State School
Building. Lease-Purchase program to borrow money from
the state's General Fund in order to finance school facilities construction prior to when the proceeds from the
bond sales are received. During 1984-85, such borrowings
could not exceed $350 million. In fiscal year 1985-86, the
borrowing could not exceed an additional 8100 million.
Total borrowings could not exceed the amount of the bond
issue ($450 million), and these funds would haye to be
repaid when the bonds are sold.
No more than $200 million of the funds raised fron.
bond sale could be used for the reconstruction or modern,·
zation of existing school facilities, and at least $250 million
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of the bond monev could be used on Iv for the construction
of new facilities. .
.
'''cal Effect
Cost of Payin~ Ofr the Bonds
The bonds authorized by this measure probably would
be paid off over a period of up to 20 years. The principal
portion of these repayments would average $22.5 million
per year. In addition, the state would have to pay interest
on the borrowed funds. We estimate that if the bonds were
sold at an interest rate of 10 percent, the annual cost of
these interest payments would average approximately
823.6 million.
The source of funds that would be used to make both

principal and interest payments is the state's General
Fund.
2. Other Fiscal Effects
Increased Borrowing Costs. Generally, an increase in
the amount borrowed by the state tends to raise the rate
of interest on borrowed funds. Consequently, the state
and local governments could incur higher costs under
other bond programs. The size of any such costs cannot be
estimated.
Revenue Loss. The interest paid by the state on these
bonds would be exempt from the state personal income
tax. Therefore, to the extent that the bonds are purchased
by California taxpayers in lieu of taxable investments, the
state would collect less income tax revenue. It is not possible to estimate what this revenue loss would be.

Text of Proposed Law
This law proposed bv Senate Bill 125 (Statutes of 1984, Ch. 375) is
submitted to the people in accordance with the provisions of Article XVI
of the Constitution.
This proposed law expressly adds sections to the Education. Code;
therefore, new pro\isJOns proposed to be added are printed in italic tl'pe
to indicate that they are new.
.

PROPOSED LAW
SECTIO:\ 1. Chapter 21.6 (commencing with Section 17695) is added to Part 10 of the Education Code, to read:
CHAPTER 21.6. STATE SCHOOL BUILDING
LEASE-PURCHASE BOND LA W OF 1984

17695. This chapter ma.v be cited as the State School Building LeasePurchase Bond Law of 1984.
17695.1. The State General Obligation Bond Law (Chapter 4 (commencing with SectIon 16720) of Part 3 of Division 4 of Title 2 of the
G()l'ernmen t Code) is adopted for the purpose of the issuance, sale, and
~'ment of, and otherwise providing with respect to. the bonds auzed to be issued by this chapter. and the provisions of that law are
lllcJuded in this chapter as though set out in full in this chapter. All
references in this chapter to "herein" shall be deemed to refer both to
this chapter and that law.
17695.15. As used in this chapter. and for the purposes of this chapter
as used In the State General OblIgation Bond Law, the follOwing words
shall have the following meanings:
(a) "Committee" means the State School Building Finance Committee created bv Section 15909.
(b) "Board" means the State Allocation Board.
(c) "Fund" means the State School Building Lease-Purchase Fund.
17695.2. For the purpose of creating a fund to provide aid to school
districts of the state in accordance with the provisions of the Leroy F.
Greene State School Building Lease-Purchase Law of 1976. and of all acts
amendatory thereof and supplementary thereto, and to provide funds to
repay any money adl'anced or loaned to the State School Building LeasePurchase Fund under any act of the Legislature, together with interest
prOVided for in that act. and to be used to reimburse the General Obligation Bond Expense Revolving Fund pursuant to Section 16724.5 of the
GOl'ernment Code. the committee shall be and is hereby authorized and
empowered to create a debt or debts, liability or liabilities, of the State
of California. in the aggregate amount of four hundred fifty million
dollars ($450,OOO,(XX)) in the manner provided herein, but not in excess
thereof
17695.25. All bonds herein authorized, which shall have been dull'
sold and delivered as herein provided, shall constitute valid and leI!aliy
binding general obligations of the State of California. and the full faith
and credit of the State of California is hereby pledged for the punctual
payment of both principal and interest thereof
There shall be collected annually in the same manner and at the same
time as other state revenue is collected such a sum, in addition to the
ordinary revenues of the state, as shall be required to pay the principal
and interest on the bonds as herein prOvided, and it is herebv made the
duty of all officers charged by law with any duty in regard to the collection of the revenue, to do and perform each and every act which shall
be necessary to collect the additional sum.
On the several dates of maturity of the principal and interest in each
vear. there shall be transferred to the General Fund in the State
elry. all of the money in the fund exciusive of funds transferred
p-l'suant to subdivision (f) ofSection 6217 of the Public Resources Code.
not in excess of the principal of and interest on the bonds then due and
payable. except as herein provided for the prior redemption of the
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bonds. and. in the event the mone~' so returned on the dates of maturitl'
is less than the the principal and interest then due and payable. then the
balance remaining unpaid shall be returned to the General Fund in the
State Treasurv out of the fund as soon thereafter as it shall become
available.
.
17695.3. All money deposited in the fund under Section 17732 and
pursuant to the pro~'isions of Part 2 (commencing with Section 16300i
of Division 4 of Title 2 of the GOvernment Code shall be a\'ailable on/l'
for transfer to the General Fund. as pro\'ided in Section 17695.25. When
transferred to the General Fund. such money shall be applied as a reim·
bursement of the General Fund on account of prinCipal and interest due
and payable or paid from the General Fund on the earliest issue ofschool
building bonds for which the General Fund has not been fully reimbursed bv such transfer of funds.
17695.j5. There is hereby appropriated from the General Fund in the
State Treasury for the purpose-of this chapter. an amount that will equal
the following:
(a) The sum annually as will be necessary to pay the principal of and
the interest on the bonds issued and sold pursuant to the provisions of
this chapter. as the prinCipal and interest become due and payable.
(b) The sum as is necessary to carry out the provisions of Section
17695.4. which sum is appropriated without regard to fiscal years.
17695.4. For the purposes of carrying out the provisions of this chapter, the Director of Finance ma.v. by executive order. authorize the
withdrawal from the General Fund of an amount or amounts not to
exceed the amount of the unsold bonds which the committee has b~'
resolution authorized to be sold for the purpose of carrying out this
chapter. Any amounts withdrawn shall be deposited in the fund to be
allocated by the board in accordance with this chapter. Any moneys
made available under this section to the board shall be returned bF the
board to the General Fund for mone~'s received from the sale of bonds
sold for the purpose of carrying out 'this chapter.
17695.5. Upon request of the board from time to time. supported by
a statement of the apportionments made and to be made under Sections
17700 to 17750, inciusil'e. the committee shall determine whether or not
it is necessary or desirable to issue any bonds authorized under this
chapter in order· to fund the apportionments. and, if so. the amount of
bonds to be issued and sold. Two hundred million dollars ($200.000.000)
shall be available for apportionment on December 1, 1984, and twentyfive million dollars ($25.000.000) shall become available for apportionment on the fifth dav of each month thereafter until a total of four
hundred fifty million dollars ($450.000.000) has become available for
apportionment. The Treasurer shall sell the bonds so determined at such
different times as necessary to sen'ice expenditures required by the
apportionments.
17695.6. In computing the net interest cost under Section 16754 of the
GOvernment Code, interest shall be computed from the date of the
bonds or the last preceding interest payment date, whichever is latest.
to the respective maturity dates of the bonds then offered for sale at the
coupon rate or rates specified in the bid, the computation to be made on
a 360-day-year basis.
17695.7. The committee may authorize the Treasurer to sell all or anI'
part of the bonds herein authorized at such time or times as may be fixed
by the Treasurer.
17695.8. All proceeds from the sale of the bonds herein authorized
deposited in the fund. as provided in Section 16757 of the Government
Code, except those derived frorp premium and accrued interest, shall be
available for the purpose herein provided, but shall not be available for
transfer to the General Fund pursuant to Section 17695.25 to pay principal and interest on bonds.

Continued on page 72
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State School Building Lease-Purchase Bond Law of 1984
Argument in Favor of Proposition 26
Proposition 26 authorizes 8450 million in state general
obligation bonds to provide funds to school districts for
new school facilitv construction and the rehabilitation of
old school buildin'gs. There are many rural and suburban
areas within California where school-age population
growth is rapidly overwhelming our ability to supply sufficient school buildings. Additionally, particularly in our
large urban areas, many school buildings more than 30
years old are worn out. dilapidated, and in need of revitalization or replacement.
~any districts have been forced to increase class size in
existing classrooms. Others have gone to shorter days and
double sessions. In many instances nonclassroom facilities,
gymnasiums, cafeterias, platforms, and stages are utilized
for classroom purposes.
Funds will be distributed pursuant to the state school
Lease-Purchase Law of 1976, with $250 million going to
new construction and up to $200 million to revitalize or
replace buildings 30 to 50 years old. The current level of
unfunded applications for new school construction is approximately $430 million, with the total need for new
school construction in growth areas estimated at $1 billion.
Many districts with real needs have not applied for funds,
knowing that there has been no money and that a very
large backlog of applications exists.
Just as important, school rehabilitation or replacement
needs are estimated at over $2 billion-and much of this
need is in the core areas of California's cities. The need for
rehabilitation funding is growing at a rate of $350 million
per year.
The need for this bond issue is clear. There is a verv
large and growing need both for new schools in areas ~f
growth and for rehabilitation or replacement of very old
wornout school buildings. I ask for your "yes" vote on
Proposition 26.
BILL HONIG
State Superintendent of Public Instruction
HOUSTON I. FLOURNOY
Fonner State Controller
LEROY F. GREENE
State Senator, 6th District

No rebuttal to argument in favor of Proposition 26 was filed
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State School Building Lease-Purchase Bond Law of 1984
Argument Against Proposition 26
I t seems as though all we hear from Washington these
days is concern over the size of the federal deficit.
But virtually never do we hear about the rapidity with
which the State of California is adding to its own public
debt.
Within the last two years, the Legislature has passed on
to California voters nine bond measures calling for $2,520,000,000 worth of debt. This is billions of dollars of debt
which must be paid by the people of California from budgets somewhere in our future. It simply is not wise nor is it
fair to place such financial burden on the shoulders of our
children and grandchildren.

Although the projects which would be supported by
these bonds are good ones, it is important .to remember
that there alreadv exist mechanisms within our state government to fund ·them. The "need" to create new sou~ces
of revenue stems from the state's unwise spending habits.
It is by far a better idea to correct our spending habits and
live within our means (which are ample) than to gamble
away our state's financial future.
DON SEBASTIANI
Afember of the Assembly. 8th Distn'ct
DENNIS BROWN
Member of the Assembly. 58th District

Rebuttal to Argument Against Proposition 26
The opposition argument by Assemblyman Sebastiani
speaks of the State of California's public debt. Interest on
debt and debt redemption was 4.7 percent of general
revenue in 1982-83 compared to 10.6 percent for Illinois,
9.3 percent for Pennsylvania, and 19.4 percent for New
York.
Assemblyman Sebastiani says, ". . . the projects which
would be supported by these bonds are good ones . . ."
.'lwever, Assemblvman Sebastiani also savs it is neither
se nor fair to pl~ce the financial burde~ of paying off
school bonds on our children and grandchildren. Who
then? Each generation in the past used bonds for this
purpose. Future generations of students will use these
facilities and will pay for them as past generations have
done.
H we do not acquire these new sources of revenue. how
will school projects currently awaiting funding in Assem-

blvman Sebastiani's district, as well as the rest of the state,
e~er get built? Remember, it took the approval of both the
Governor and the Legislature to put this matter before
vou.
. There are hundreds of desperately needed new and
replacement school projects awaiting our help. ::\ew
growth areas need schools. Older, overcrowded andior
dilapidated schools in our cities and older suburbs need
upgrading or replacement.
Vote yes on Proposition 26.
BILL HONIG
State Superintendent of Public Instruction
HOUSTON I. FLOURNOY
Fonner State Controller
LEROY F. GREENE
State Senator, 6th District

Polls are open from 7 a.m. until 8 p.m. '
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with the t"t>deral Clean Water Act and state lal\'. The Lellislature mal'
enact 1<'lll>J<lt1011 that It deems necessar,I' to Implement the state loai)
prOllram,
1 h I ,\otlnth,tandIllg aIH' other prol'ision of la\\'. and to the extent
tlmd" art> a I '11Ia/;le. II feder;]1 funding under Title 11 of the federal Cie;]n
It ater Act ce,15e5, municipalities shall onll' be entitled to a loan from the
Clt>an It ',Iter ConstTllction Grilnt Account of 25 percent of the f'ligible
pro/f'ct co.'(
! ii, All loans pursuant to this section are subject to all of the follo\\'l1lg
prOl'ISlOn.'
111 ,\1uIllCJpalitles seeking a 10,llI shall df'monstrate. to thp 'iJtisf:lction
of thf' board. th;]t an adeqtwtf' opportuIlltl' for public p;]rtlcip;]tion reIlarding the lo;]n has been prol'ided
12) Am t>lection held with respect to the loan shall include the entire
municipaiItI, except where the mWlIcipalitl, proposes to accept the loan
on behalf of a specified portion. or portions. of the municipalit.I'. in which
case the referendum shall be held in that portion or port1OllS of the
municipalItI, onl,I',
(3) Am' loan made pursuant to this section shall be up to 25 years with
an interest rate set annuaJJ,I' by the board at 50 percent of the average
interest rate paid bl' the state on general obli[!ation bonds for the calendar .Year immediatell' preceding the ,I 'ear in which the loan agreement
is executed
(.J) The first thirtv million dollars (S30.OOO.OO(}) in principal and interest from loans made pursuant to this section shall be paid to the It'Mer
Reclamation Account, All remaining principal and interest from the
loans shall be returned to the Clean Water Construction Grant Account
for new obligations,
13999,9, (a I The sum of forti' million dollars (S40.OOO.OOO) of the
monel'in the fund shall be deposited in the Small Communities Assistance Account and is appropriated for supplemental state assistance to
small communities for construction of treatment works eligible for assistance under Title II of the federal Clean Water Act.
'
(b) Sotwithstanding subdivision IC) of Section 13999.5. the board mal'
make grants to small communities so that the combined federal and state
grant 'Is an amount up to 97% percent of pollution studies. the total
estimated cost of planning, design. and construction determined in accordance with applicable state laws and reJ<Ulations, :\"0 supplemental
state assistance grant under this section shall be made for projects costing
more than two million five hundred thousand dollars (S2.50(J.000) unless
a finding IS made b.I' the board that a higher cost project is the most
cost-effectil'e solution to a water quality or public health problem,
(c) An,I' contract entered into pursuant to this section ma,I'include
such prOl'isions as may be determined by the board. prol'ided that anv
contract shall include the prol'isions required by paragraphs (1) and (31
of subdil'ision (c) of Section 13999.8.
13999.10. (a) The sum oftwentv-five million dollars ($25.000.000) of
the money in the fund shall be deposited in the Water Reclamation
.4ccount and is appropriated for loans to municipalities for eligibl" water
reclamation projects which will provide water for beneficial uses.
The board may loan a municipality up to 100 percent of the ,total
eligible costs of design and construction of a reclamation project.
(b) A.nl' contract for an eligible water reclamation project entered
into pursuant to this section mal' include such provisions as determined
by the board and shall include both of the following prol'isions:
( 1) An estimate of the reasonable cost of the eligible water reclamation project.
(2) .4n agreement bl' the municipality to proceed expeditiously with.
and complete. the eligible water reclamation project; commence operation of the project in accordance with applicable provisions of law; prolide for payment of the municipality's share of the cost or the project,
including principal and interest on any state loan made pursuant to this
section: and. if appropriate. apply for and make reasonable efforts to
secure federal assistance, other than that al'ailable pursuant to the federal Clean Water Act, for the state-assisted project.
(c) Loan contracts may not provide for a moratorium on payments of
principal or interest.
(d) Any loans made from the Water Reclamation Account shall be for
a period of up to 25 years with an interest rate set annually by the board
at 50 percent of the average interest rate paid by the state on general
obligation bonds in the calendar year immediately preceding the year in
which the loan agreement is executed. All principal and interest from
loans shall be returned to the Water Reclamation Account for new loans.

Proposition 26 Text of Proposed Law
Continued from page 7
17695,9.
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With respect to the proceeds of bonds authorized by this

(el Funds available under this section may be used for loans pursuant
to mbdil'lsiollS rEI, Igi. and (hi of SectIOn 13999.8 if the Clean Water
COllStructIOn Grant Account is depleted All principal and interest Oil
am' such loans shaJJ be repaid to the i-I-ater Reclamation Account,
I (I ,\0 smgle project ma,I' recell't> more than ten miJiion dollars rSJI),'
OOO,(XX)) from the board
__.
13999,11, lal Ten million doJJars ISJO.ooo.()()()) of the mone.
"
fund "haJJ be deposited in the Water Consen'ation Account and'shalt ~,"
aI'ailablE' for appropriation bl' the LE'gislature for loans to mUIIIclpalities
to wd in the conduct of I'oluntan'. cost-E'ffectil'e capital outla,' \\'atE'r
consen'ation programs and thE' purposes set forth in this section. '\ot·
\1'ithstandIllg subdil'isJOn Ie I o(Section 13999.5 and subdil'ision (fl of thIS
section. all of the funds depositE'd in the Water Consen'ation Account bl
this subdil'ision shall be in'ailable for water consen'Mion programs, SonE'
o( the funds depOsited in the Water COllSernltion Account b,l' this sub·
division shaJJ be expended for costs of administration.
1b I .1ny contract entE'red into pursuant to this section mav includE'
prol·isions as may be determined by the dE'partment. Howel·E'r. ,WI'
contract concerning an eligible. voitmtar.I'. cost-effective capital outla,I'
water conservation program shall include. in substance, all of the foJJowllut
~(1)

.1n estimate of the reasonable cost and benefit of the program,
(2) .1n agreement b,I' the public agency to proceed expeditiously with.
and complete. the program,
ICI Loan contracts may not prol'ide a moratorium on payments of
principal or interest.
(d) .1m' loans made from the Water Consen'lItion Account shaJJ be (or
a period up to 25 years with an interest rate set annually by the board
at 50 percent of the al'erage interest rate paid bl' the state on general
obli;!ation bonds in the calendar year immediately preceding the year in
II'hich the loan agreement is executed, AJJ prinCipal and interest from
loans shall be deposited in the Water Consen'ation Account for new
obli[!ations,
(e) .\'0 single project may receive more than fil'e million dollars ($5,000.(00) from the department.
(f) As approl'ed by the Legislature annualll' in the Budget .kt. the
department may expend up to 5 percent of the funds in the Water
COllSeTl'ation Account for the administration of this section,
13999,12, Except as expressly prol'ided in this chapter, no mone,I'
deposited in the fund pursuant to any prot'ision of law requirin[! repal'·
ments to the state for assistance financed by the proceeds of the bonds
authorized bl' this chapter shall be al'ailable for transfer to the General
Fund.
13999.13. There is he~eby appropriated from the General Fu
~
State Treasury for the purpose of this chapter an amount equal '0'"!....l
sum of the follOWing:
(1) The sum necessary annually to pay the principal of and the interest on the bonds issued and sold pursuant to this chapter, as the principal
and interest become due and payable.
(2) The sum necessary to carry out Section 13999.14 which is appropriated without regard to fiscal years.
,
13999.14, For the purpose of carr.ving out this chapter, the Director
of Finance ma,I', by executive order, authorize the withdrawal from the
General Fund of an amount or amounts not to exceed the amount of the
unsold bonds which the committee has authorized to be sold for the
purpose of carrying out this chapter. ,4ny amounts withdrawn shall be
deposited in the fund and shall be disbursed by the board III accordance
with this chapter, Any money made avallab~e under thIS sectIOn to the
board or department shall be returned to the General Fund from monel'
received from the sale of bonds, The withdrawals from the General Fund
shall be returned to the General Fund with interest at the rate which
would have otherwise been earned by those sums in the Pooled Money
Investment Fund.
13999.15. Upon request of the board or department, the committee
shall determine whether or not it is necessary or desirable to issue bonds
authorized under this chapter in order to make those arrangements. and.
if so. the amount of bonds to be issued and sold, Successive issues of bonds
mal' be authorized and sold to make those arrangements progressil'ely,
and it shall not be necessarv that all of the bonds authorized to be issued
shall be sold at anyone time.
.
13999.16. The committee may authorize the Treasurer to sell all or
any part of the bonds at times lixed by the Treasurer.

of

chapter, all provisions of Sections moo to 17750, inclusive, shall apply,
17695.95. Out of the first money realized from the sale of bonds under
this chapter. there shall be repaid any moneys advanced or loaned to the
State School Building Lease-Purchase Fund under any act of the Legzslature, together lvith interest provided for in that act.

